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China's leaders declared a reform renewal last year, but nothing of 
significance occurred before the National People's Congress met. The 
congress confirmed the appointments of important reformist technocrats 
Zhou Xiaochuan and Lou Jiwei, and Liu He took over the office of the 
Economics and Finance Leadership Small Group of the Communist Party. 
However, power was also carefully balanced with representatives of the 
state sector. Since the NPC meeting, however, there have been clear signs 
of a renewal of reform policy-making in both the Communist Party and 
the government (State Council). The progress of these initiatives should 
be carefully monitored. 

The National People's Congress meeting in March 2013 marked the full initiation of the 
new Xi Jinping-Li Keqiang administration. After an extended gestation, the full team of 
economics policy-makers was revealed to a waiting world, and shortly thereafter 
evidence of significant activity began to emerge. 

The Run-up to the National People's Congress 

Immediately after the 18 th Party Congress in November 2012, the new top leaders, Xi 
Jinping and Li Keqiang, clearly signaled their intention to revitalize economic reform 
(see previous CLM). The subsequent Central Economic Work Conference (December 
15-16, 2012) ratcheted the commitment to economic reforms up a notch, declaring that in 
2013, China should "deeply study a top-level design and comprehensive plan for 
deepening system reform, and come up with a clear overall program, roadmap, and 
timetable for reform." 1 After this initial declaration of intentions, though, not much 
happened. Most obviously, no top-level group was established to begin drafting an 
economic reform program. Government reorganization was on the agenda for the 
National People's Congress (NPC) in March, and the group designing the reorganization 
did consider a proposal to revive the national System Reform Commission. The Reform 
Commission was a ministry-level body that had incubated reform proposals between 
1982 and 1998, but the government reorganization group concluded that only a super- 
ministerial organization would have sufficient clout in today's environment to coordinate 
serious systemic reforms. In the end, they had not been given authority to propose such 
an ambitious re-organization. 2 Economists weighed in with proposals calling for the 
creation of a new reform agency or team, under the auspices of either the government or 
(preferably) the Communist Party. 3 It was clear from this discussion that no such 
organization had yet been created. The failure to move forward sat oddly with the 
expressions of the urgency of reform, but it also shows that the Chinese system moves at 
its own pace. Apparently, intensive bargaining over government posts was not completed 
until the Second Plenum of the Party Central Committee, which met over three days, 
February 26-28, 20 13. 4 Only after that meeting did it become clear who would be in 
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specific positions of responsibility, and how strong the relative positions of advocates and 
opponents of reform were. Reform-drafting organizations could not be established until 
after the top personnel decisions were made. 

Between the 18 th Party Congress and the National People's Congress meeting, the 
national press continued to promote economic reform, and many individual ministries 
and provinces began work on their own "top-level designs," intended to keep them in 
step with the leadership agenda. A policy-making milestone came in February, when the 
National Development and Reform Commission (NDRC) finally published the Income 
Distribution Program on which it had been working for over two years. 5 The NDRC is a 
complex organization with many different components — each with its own viewpoint — 
but overall it promotes direct government intervention to solve most problems, and 
therefore ends up strengthening bureaucratic interests. It rarely contributes much to 
market-oriented economic reform. Given the NDRC's track record, its Income 
Distribution Program was a pleasant surprise. It advocated improving the functioning 
and fairness of labor markets, including increasing the scope of collective bargaining. It 
advocated measures to increase (and protect) household property income. It called for 
increased spending on welfare, social insurance, and education. 6 The single provision of 
the Income Distribution Program that attracted the most attention was one to increase by 
five percentage points the share of profit that state-owned enterprises pay to the 
government, and to earmark "a definite proportion" of the incremental funding for social 
security outlays (Item 10). 7 

Through these and other measures — individually modest but collectively significant — the 
program called for improving income distribution by shifting economic resources from 
the state toward households. Indeed, this is an essential precondition for any serious 
attempt to improve China's income distribution. With a broad programmatic document 
of this type, there is a significant risk that the document will remain a dead letter, a mere 
statement of benign intent. Nonetheless, this was an important episode in the waiting 
period before the NPC. The NDRC made a credible effort to analyze the causes of 
inequality and the types of government policy that could actually begin to make a 
difference in China's worsening inequality. The proposal shows that the NDRC sees this 
as a renewed period of economic reform, and wants to demonstrate to the leadership that 
it can play a positive role: The NDRC wants to ensure that it remains a player. While 
reformers were thinking about their next moves, bureaucratic actors were maneuvering to 
align their activities with the coming wave of reform. 

The NPC Personnel Decisions: A Vital Role for Reformers 

Between the Party's Second Plenum — at the end of February — and the meeting of the 
National People's Congress, March 5-17, the makeup of Xi and Li's economic 
administrative team finally became clear. The single most important outcome was that a 
number of China's strongest and most capable economic reformers ended up in important 
official positions. In this section, I describe three individuals, explain why they are so 
important, and emphasize the positive potential. Then, in the following section, I 
describe their appointments within the context of the overall distribution of power in the 
new administration, and emphasize the limits on their discretionary power. The three 
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individuals are: Zhou Xiaochuan, who has been asked to stay on as head of the People's 
Bank of China; Lou Jiwei, newly appointed minister of finance; and Liu He, who was 
confirmed as the office head of the Finance and Economics Leadership Small Group of 
the Communist Party Central Committee. Each of the three has reformist views, 
extensive technical and administrative experience, and a proven willingness to invest 
effort and political capital in the reform drive. 

Most striking was the decision to retain Zhou Xiaochuan as head of the People's Bank of 
China, notwithstanding his turning 65 in January 2013, the ordinary retirement age for a 
minister-level official. 8 Zhou was kept in place for a number of reasons. With the global 
economy still weak, and China facing multiple forms of economic uncertainty, the fact 
that Zhou is highly respected internationally weighed in the decision. Domestically, he is 
seen as a consummate professional with abundant expertise and, perhaps even more 
important, as an institutional counterweight to a system that tends to tilt in the direction 
of reckless financial innovation and excessive credit creation. In short, Zhou is a good 
central banker, and China's economy, like that of every other country, needs a good 
central banker. But nobody is indispensable, and China surely has a sufficiently large 
talent pool that it can find someone else to serve as central bank head (this is discussed 
further below). In fact, Zhou's importance as central bank head is not the crux of the 
matter. 

Zhou Xiaochuan is more than just a technocrat, and more than just the important head of 
the Chinese central bank. Over the past 25 years, Zhou Xiaochuan has played a critical 
role in nearly every important economic reform initiative in China. As far back as 1986- 
87, Zhou was a core team member of the "program office" [TjMth], the effort under 
Premier Zhao Ziyang to develop a coordinated package of price, ownership, and 
macroeconomic reforms. 9 Zhou was the leader of the subgroup on foreign trade reform. 
While that effort foundered in the fraught political climate that led eventually to 
Tiananmen, Zhou continued to work on reform strategy. In 1993, Zhou was one of the 
leaders of the group that devised the coherent program of reform that provided the 
intellectual foundation for the reforms implemented by Premier Zhu Rongji in the 
1990s. 10 Zhou played a large personal role in the reforms that unified the exchange rate 
and reconstructed the foreign trade system in 1994-95, a set of reforms that were about as 
close to being one hundred percent successful as it is possible to be. Zhou was also a 
leading designer of the social security reforms that were enacted in the 1990s, although in 
this case, implementation fell short of Zhou's initial design. Zhou contributed to the 
institutional reforms of the stock market in the early 2000s, and to the massive bank 
restructuring program that began in 2003. To be sure, none of these complex reform 
programs were the doing of a single person: Zhou is not the "author." But there is no 
other individual who has been more deeply involved with the actual crafting of China's 
economic reform process, no other person who has left his mark on as many of the 
institutional creations of China's economic reform process, than has Zhou Xiaochuan. 

As central bank governor, Zhou had been well placed to serve as Wen Jiabao's economic 
consigliere after Wen became premier in 2003. Zhou understood not only the 
macroeconomic situation, but also the institutional framework of China's semi-reformed 
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economy. It could have been an excellent relationship, but it wasn't. In recent years, it 
has been an open secret that relations were bad between Wen Jiabao and Zhou 
Xiaochuan. On a broad range of important macroeconomic issues, Wen Jiabao declined 
to listen to Zhou Xiaochuan' s macroeconomic advice: Back in 2004-5, when China went 
through the first of its overheating cycles; in discussions of RMB appreciation; and on the 
enormous expansion of credit in 2009 after the global financial crisis. Now, Wen is no 
longer premier, but Zhou's contribution has been reaffirmed and he is still serving as 
central bank head. 

Lou Jiwei, the newly appointed finance minister, shares many elements of Zhou 
Xiaochuan' s reformist background. Lou was also a member of the Program Office in the 
1980s, leading the team working on price reform. When the political environment soured 
in Beijing, Lou went down to Shanghai, where he worked for Jiang Zemin and Zhu 
Rongji as vice-head of the Shanghai Economic Reform Commission. Lou followed Zhu 
back to Beijing in 1992, and remade himself into a fiscal specialist. He wrote the first 
fiscal system reform proposals circulated in 1993, and had major input into the reforms 
actually adopted. Lou personally accompanied Zhu Rongji on his trips around the 
country as the latter cajoled provincial leaders into accepting the new fiscal system. In 
1995, Zhu sent Lou Jiwei to Guizhou, to serve as vice-governor and gain direct 
governmental experience. In 1998, he was brought back to Beijing and made vice- 
minister of finance, a move out of step with standard practice in China, which usually 
sees vice-ministers appointed from within the ministerial system. Lou remained vice- 
minister for a decade, despite the fact that Zhu Rongji is said to have pushed hard for his 
appointment to the minister position in 2002. In fact, Lou remained vice- minister of 
finance until 2007, when he was assigned to manage the creation of what eventually 
became China's sovereign wealth fund, the China Investment Corporation. Lou 
subsequently became the CEO of that fund, and served in leadership roles in the fund 
until 2013. Although his performance at the China Investment Corporation was good, it 
was always a bit of a mismatch for a policy wonk such as Lou Jiwei. Many observers felt 
that Wen Jiabao could have used Lou much more effectively by entrusting him with 
decisions of greater strategic importance, and perhaps by naming him minister of finance. 
With Wen now gone, Lou will finally get the chance to show off his best stuff. Certainly, 
there is nobody who better understands the ins and outs of fiscal reform than Lou Jiwei. 

Liu He is the third on our list. Although his appointment was not formally part of the 
National People's Congress, Liu He has all along been recognized as the key economic 
adviser to Xi Jinping. Liu is in fact widely credited with the origin of the phrase "top- 
level design," which has become something of a leitmotif in the current reform push. 
Liu's background is quite different from those of Zhou and Lou, but he is equally crucial 
to the prospects for reform. Liu came up through the ranks of the NDRC, where he 
specialized in industrial policy. He also played an important role in drawing up four five- 
year plans: the Eighth, Ninth, Tenth, and Twelfth, which is currently in implementation 
(201 1-2015). During the 1990s, Liu He spent several years in the United States, 
graduating from Seton Hall Business School in 1993, and receiving a master's in public 
administration at Harvard's Kennedy School in 1995. Along the way, Liu He became 
especially interested in information technology industries, and he subsequently was 
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named the vice-head of the State Council Informatization Office in 2001-2003, 
specializing in e-governance. Despite his background as a planner, Liu He is well known 
as an advocate of market-based solutions and an advocate of a renewal of market- 
oriented reform. He founded the "50 Economists Forum" in 1998, and under Liu's 
leadership it has become the most prominent forum for policy-oriented discussion by 
China's top economists. Liu He thus created an important specialists' lobbying group 
that has consistently advocated market-oriented reform. 

In 2003, Liu He became a vice-head of the office for the Finance and Economics 
Leadership Small Group (FELSG) of the central Communist Party. The FELSG takes the 
lead in setting the overall direction of Chinese economic policy, drafting strategic 
guidelines that are intended to be implemented by government agencies from the State 
Council on down. The office head and vice-heads are wordsmiths and paper managers. 
As such, they have substantial influence on the content and precise wording of key 
documents. Liu He has often headed drafting groups for Party resolutions, and written 
speeches for three party secretaries. In March 2013, it was announced that Liu He would 
return to become FELSG office head, also receiving the customary concurrent 
appointment as a vice-head of the NDRC. 11 As FELSG office head, he will head up the 
group writing the official documents for the Third Plenum of the 1 8 th Party Congress, 
which will take place in October 2013. These documents will set the basic framework for 

12 

the economic reforms to take place over the next five years. 

In short, three exceptionally capable and committed people are in three of the most 
technically important and strategically positioned jobs in the Chinese system. These 
three understand the pressure points of that system. They have repeatedly demonstrated 
their willingness to take risks to further the cause of market-oriented reform. Most 
important, they understand the types of institutional innovations that are needed, and have 
the capability to draw up an effective reform program. The fact that these three have 
assumed such important positions is a positive indication for China's reform process. 
However, there are limitations. While these three key reformers did well in the allocation 
of responsibility at the NPC, they did not ascend to the top positions of power. Other 
institutions and interest groups were also successful in advancing their people into top 
positions. 

Economic Leadership After the NPC 

The new State Council has many executives who claim expertise on economic issues 
(See Miller's contribution to this issue of CLM). Many of those on the State Council 
have come up through the traditional government economic bureaucracies. As such, they 
are not likely to be proactive reformers. They may be persuaded to pursue reforms if 
these are seen to be in the national interest, but they are just as likely to be defenders of 
established interests, especially established bureaucratic interests. Indeed, the state sector 
of the economy is well represented in the new State Council. This is easily seen by 
looking briefly at the individuals who constitute the State Council's economic team. 

At the top of the State Council is, of course, the premier, Li Keqiang. Li is certainly by 
inclination a reformer, as argued in previous editions of CLM. Just below Li is Zhang 
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Gaoli, the highest ranked vice-premier — in essence, the executive vice-premier. Zhang is 
a Politburo Standing Committee member, and he takes over all of the functions Li 
Keqiang held in the previous administration under Wen Jiabao. 13 As such, Zhang 
supervises the broadly defined "macroeconomic" portfolio. One of the truly odd features 
of the Chinese political system is that when new state councilors and vice-premiers are 
announced, there is no indication of what portfolios — or jobs, really — the new leaders 
will take on. Instead, the public has to wait a few weeks to see which institutions the new 
leaders visit and which routine meetings they show up to chair. Only then can outsiders 
draw the dividing lines between leadership portfolios. There were no surprises with 
respect to Zhang Gaoli: he promptly went out and systematically visited all the key 
government economic ministries, including the NDRC, Ministry of Finance, and the 
Ministry of Land and Resources. 

The next step takes us to Wang Yang formerly the party secretary of Guangdong, 
who is widely viewed as a reformer. The gradual revelation of Wang Yang's portfolio 
was full of surprises. Wang did not make it into the Politburo Standing Committee — for 
which he was a plausible candidate — instead ending up as a vice-premier. Wang reported 
for duty overseeing foreign economic relations (first on a trip to Russia with Xi Jinping), 
and he is expected to lead the Strategic and Economic Dialogue with the United States 
this summer. However, Wang is also handling the rural economic affairs and poverty 
alleviation portfolios. This is a very unusual combination. It seems to indicate a 
continuing uncertainty about exactly what Wang Yang's leadership role will be. At a 
young 58, though, Wang may still have a chance to cycle through some different jobs. 

The third vice-premier with a focus on economic issues is Ma Kai. In fact, Ma Kai is a 
technocrat, rather than a politician like Zhang Gaoli or Wang Yang. Understated and 
effective, Ma is an economist who has served in a series of increasingly important 
positions. He was head of the NDRC from 2003 to 2008, state councilor and secretary 
general of the State Council from 2008 to 2013, and is now vice-premier. His first 
actions and visits involved governmental reorganization, of which he was in charge. 14 
For example, Ma Kai visited key regional offices of China's railways, which are being 
separated into enterprises, finally ending the exemption and special position of the 
railroads. Beyond that, Ma Kai clearly supervises the industrial and transportation 
sectors. It is striking that Ma Kai appears to have supervisory authority (albeit quite 
weak) over the financial sector. This is perhaps not surprising, given the continuing 
importance of Zhou Xiaochuan, and the fact that Zhou and Ma were on opposites sides in 
the important debate about how to handle economic heating under Wen Jiabao in 2004-5 
(a dispute in which Ma Kai and the NDRC prevailed). There is no doubt that Ma Kai 
will have substantial influence over the setting and implementation of economic policy, 
and thus over the practical progress of market-oriented economic reform as well. 

The top economic leadership is, then, by no means unambiguously reformist. Indeed, it 
reflects more than anything else an effort to balance different views and give individual 
leaders a "proper" position, that is, one commensurate with their seniority and perceived 
contributions. In one sense, this emphasis on balance and fairness may have favored 
Zhou Xiaochuan and Lou Jiwei, who are now seen by many to have been treated rather 
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shabbily by Wen Jiabao, and who may now feel somewhat vindicated. But it also means 
that the system represents bureaucrats from a variety of state-run organizations who have 
served faithfully and worked their way up through the system. With this type of orderly 
promotion, it is virtually inconceivable that the leadership would suddenly tilt toward 
reformists, and it hasn't. Indeed, representatives of the state sector did at least as well in 
the new leadership as reformists did, perhaps even better. Emblematic of this pattern is 
the position of Wang Yong j£J§, whose appointment to the position of state councilor 
rounded out the top economics team. Wang has been head of the State Asset Supervision 
and Administration Commission (SASAC) since 2010, so his job has been to preside over 
the state enterprise sector and implement policy on state ownership restructuring. So far, 
there is no indication that Wang Yong will do much of anything different from what he 
did in his previous post. However, while his job description might not change much, 
Wang Yong has ascended to a position in the "cabinet," illustrating the continued 
strength of state enterprise interests. Between them, Zhang Gaoli, Ma Kai, and Wang 
Yong should be able to do a fine job of looking after the interests of the state 
bureaucracy, providing a counterbalance to the reformist inclinations of Li Keqiang and 
Wang Yang (who rank above them), and the reformist technocrats Zhou Xiaochuan and 
Lou Jiwei (who work in the key ministries just under them). 

Zhou Xiaochuan's Continuation at the PBC 

As ongoing head of the People's Bank of China, Zhou Xiaochuan retains an influential 
reform voice close to the center of power. However, it is not clear how long Zhou will 
continue to serve as PBC head. Most observers think he is likely to stay two or three 
years, at most. Even more important is to consider the alternatives: true, Zhou staying as 
PBC head is better than Zhou retiring from all jobs; but the other alternative would have 
been for Zhou to have been made a vice-premier, which would also have lifted him into 
the category of national leaders and exempted him from the 65 -year-old age limit. Zhou 
is completely qualified for that job, but it went to Ma Kai instead. 

Zhou's failure to advance to vice-premier was known last fall, when he was not 
nominated to be a member of the Central Committee at the 18 th Party Congress. We do 
not know the behind-the-scenes story of the failure to nominate Zhou. Some suspect that 
Wen Jiabao 's opposition torpedoed Zhou. 15 In any case, Zhou does arouse opposition 
among some officials. He is extremely smart, and does not suffer fools gladly. He is 
sometimes perceived as favoring those who have advanced degrees from foreign 
universities (even though Zhou's own Ph.D. is domestic, from Tsinghua). Zhou has 
played a role in a number of specific economic policy decisions that caused significant 
losses to individuals who might hold grudges as a result. Most striking was the episode 
in 2001 when Zhou, as head of the China Securities Regulatory Commission (CSRC), 
introduced dramatic new regulatory policies designed to clean up the stock market. Zhou 
was also in charge of implementing the policy requiring newly listed state firms to 
contribute part of their IPO proceeds to the national social security fund, a policy 
perceived as inimical to the interests of large shareholders, whose subsequent rapid exit 
caused the market to plunge by 40 percent, forcing Zhu Rongji and Zhou to beat a 
retreat. 16 These perceptions mean that Zhou would be a controversial candidate for a 
leading position, even if the top leadership decided to promote him. 
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In the event, an ingenious "workaround" was found that has allowed Zhou to stay without 
violating an increasingly binding rule on age limits. Chinese government regulations 
now require ministers to retire at age 65, and lower-level officials to retire at 60. This 
rule (it is a regulation for government officials and an emerging norm for Party officials) 
is applied with a degree of flexibility: a government official does not step down on his 
birthday, and an especially important official may stay on for several additional months, 
but never more than a year. However, if an official is promoted above the ministerial 
level, into the category of "national leaders," that official may continue to serve until age 
70. Being promoted to vice-premier would have lifted Zhou into that category, but for 
this to occur, Zhou would have had to be selected as a Central Committee member at the 
18 th Party Congress. The solution found was to elevate Zhou to the Presidium of the 
Standing Committee of the Chinese People's Political Consultative Congress (CPPCC), 
giving him "national leader" status. This maneuver was far from straightforward. The 
CPPCC is an organ wholly without political power. The "National Leaders" in the 
CPPCC are generally old men who hold the post purely as an honorific, receiving 
superior treatment (daiyu, such as a car and driver, and superior pension benefits) as an 
honor, but with no actual power. To place a vital, fully engaged official, at the height of 
his powers and in full occupation of a key economic position, into this group was, to say 
the least, unusual. 

The peculiar "Zhou Xiaochuan solution" also reflected on the three men who were 
candidates for the succession to Zhou. Three men with strong backgrounds in the 
financial system were selected into the 18 th Central Committee. Those three — Shang 
Fulin, Guo Shuqing, and Xiao Gang — all had ample experience and talent, and were 
plausible candidates. After November, there were no clear indications of a front-runner, 
and it appeared to be a tournament among them. Asking Zhou to stay on, then, was 
equivalent to selecting "none of the above" from these three. Of the three, Shang Fulin, 
who would have been the least dynamic choice, is already head of the China Bank 
Regulatory Commission. Most attention has focused on Guo Shuqing — the bolder and 
more dynamic reformer — and Xiao Gang — a solid candidate who has been head of the 
Bank of China. When Zhou was asked to stay on, Guo Shuqing, who had been serving as 
head of the China Securities Regulatory Commission (CSRC), was appointed governor of 
Shandong at the NPC. Xiao Gang was then moved to head the CSRC. These are 
remarkable, and rather peculiar, personnel choices. 

One interpretation of the moves was that Guo Shuqing had ruffled too many feathers 
during his 18-month tenure as CSRC head, and was being moved out of the way. In 
support of that view is the fact that Guo had vigorously promoted stronger auditing of 
state firms and more rigorous implementation of rules for de-listing firms that failed to 
achieve profitability. Indirect evidence in support of this interpretation came when the 
large government-controlled listed firm Cosco Shipping engaged in some fancy footwork 
to prevent de-listing within days of Guo's departure. 17 There may be some truth to this 
interpretation, but it is not the whole story. In the first place, Shandong governor is an 
extremely important and powerful position, and it is not a demotion. Thus, it is not 
necessarily a negative development for Guo Shuqing: After serving as Shandong 
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governor for a few years, he will be positioned to take a higher post in the national 
government. 18 But it is fair to say that Guo Shuqing was under enormous pressure. If his 
many reforms at the CSRC had in fact improved investor confidence in the short run, and 
led to a revival of the Chinese stock market after years of underperformance, he would 
have been in a much stronger position. But without a major turnaround to trumpet, his 
activist personality certainly caused him to run into additional obstacles. Guo is 
extremely capable and strongly committed, and had things gone better, he would have 
been the natural successor to Zhou Xiaochuan. But the fact that he was sent to 
Shandong — rather than simply being named central bank head last month — shows that at 
a minimum he was viewed as "not quite ready" to take over the central bank post. 
Without an obvious achievement to fortify his candidacy, Guo was doubtless seen as the 
riskier choice, and it was better to wait, stay with the tried and true Zhou Xiaochuan. In 
two to three years, either Xiao Gang will step into Zhou's position, or Guo can be 
summoned back to Beijing from Shandong. 

Since the National People's Congress 

Since the NPC meeting in March, the wheels have begun to turn for the formulation of a 
reform program in 2013. Although details are not public, we know that Liu He, at the 
FELSG, has assembled a team to begin working on the report to the Third Plenum, 
expected in October 2013. This is the "top level" of the economic reform design process. 
This team will have the heavy responsibility of crafting a set of principles that can drive 
forward a significant renewal of the market reform process. 

At the same time, the State Council has begun to flesh out its program for the year, 
including substantial market reform measures. On March 27, 2013, the State Council 
held its first plenary session, to sketch out the overall work plan for 2013. 19 The main 
programs were identified, and tasks and responsibilities were assigned to specific 
ministries and government agencies. Of the 48 items in the work plan, items 28 through 
37 involved substantial reforms, with an emphasis on the financial sector. 20 Much more 
important was the specific approach to economic reforms laid out during a State Council 
meeting of May 6, 20 13. 21 The brief outline published afterward listed nine areas of 
concentration during 2013, with the first three being by far the more important. These 
were (1) Reduce the number of administrative approvals required for investment, 
production operations, and technical qualifications; (2) Make the fiscal system more 
transparent and regular, reducing and consolidating the number of earmarked 
intergovernmental transfers, and implementing natural resource taxes; (3) gradually 
advance reforms for the marketization of interest rates and draw up a plan for the 
convertibility of the renminbi. These are important and ambitious objectives. Although 
they have thus far only been outlined, they indicate that the State Council will attempt to 
push through some important changes. 

Over the next six months, movement toward economic reform in China will occur on two 
levels. The Finance and Economics Leadership Small Group will draw up principles for 
ratification at the Third Plenum. This process will be overseen by Liu He, but of course 
final decisions will be made by the top leaders working through the Leadership Small 
Group. At the same time, the State Council under Li Keqiang will attempt to move 



9 



Naughton, China Leadership Monitor, no. 41 



forward with some more practical measures. It is not surprising that Li Keqiang foresees 
movement in the fiscal and financial spheres, and not in the state-run sector. This is 
where his most talented administrators are at work, and have the most leeway. These 
areas should be watched closely through 2013: they have the potential to surprise us. 
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